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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions Exchange Rates: 

unless otherwise stated 1978 Jan-Dec US$1.00 = HKS$4.692 
Percentage change calculated 1977 Jan-Dec US$1.00 HKS4. 662 
from HK$ figures in parenthesis 1976 Jan-Dec US$1.00 = HK$4.905 








1977 1978 % Change '78 
Over '79 


INCOME, PRODUCTION, EMPLOYMENT 





GDP @ Current Prices ($ Billion) 
GDP @ Constant Prices ($ Billion) 
GDP per Capita, Current Prices ($) 


PRODUCTION (=EXPORTS) 


Garments 
Textile Fibers 479. 
Toys and Dolls 443. 
Transistor Radios 339% 
Watches and Clocks 246. 
Metal Manufactures LIZ. 
Electronic Components, Transistor 166. 

Diodes 
Registered Industrial Employment 

('000) 646 
Registered Industrial Vacancies 

('000) 31 
Real Average Daily Wage Index 107-109 
Tourist Arrivals ('000) 1560 


MONEY AND PRICES 

Money Supply (M2 $ Billion) 9.87 54 15.64 24. 

External Public Debt* 412.70 -40 735.30 23% 

Prime Lending Rate (%) 6-6.5 P -5.5 4.75-8.75 

Hang Seng Consumer Price Index 109.7 .6 125.4 CLs 


FOREIGN TRADE 

Domestic Exports 6652. ; 8675.0 ; (16. 
to U.S. 2290. : 3223.6 ‘ Cid, 

Re-Exports 1820. - 2811.0 é (34. 
To U.S; 274. 262.6 : (39. 

Imports 8826. 3 1363252 : (29; 
From the U.S. 1082. ; 1602.9 5 (23% 


TRADE WITH U.S. JAN-DEC 1978 
Exports: Clothing ; : Cotton fibers & waste 176. 
Toys and dolls 5 Electrical Machinery, 
Watches, Clocks & Photo Apparatus & Appliances159. 
Equipment : Machinery (Other than 
Radios & Sound Equipment : Electric) 134. 
Electrical Machinery 4 Electronic Components 128. 
Electronic Components : Fruits and Vegetables 1135 
Textile Fabrics ; Tobacco Products 69. 
Misc. Manufactured Goods 60. 





* includes M.T.R. debt 





Summary and Outlook 


The year 1978 proved to be a good one for the economy. Real Gross 
Domestic Product (G.D.P.) grew by an estimated 10 percent, which was only 
marginally lower than that of 1977(11.4 percent). Consumer demand and con- 
struction, the key contributors in 1977, maintained relatively high growth 
levels in 1978. While exports and re-exports showed strong growth, imports 
grew faster, causing a record trade deficit of $1.9 billion. Causing concern 
are the trade deficit, the weakening of the dollar, and increased inflation. 


The significant rise in PRC investment in Hong Kong's commercial, industrial, 
and real estate markets in 1978 has markedly enhanced Sino-Hong Kong relations. 
In 1978, significant increases were recorded for Hong Kong's imports from China 
(31%), exports (159%), and re-exports (22%). In step with China's modernization 
program, Hong Kong anticipates an expansion of trade as well as continual growth 
as a vital center for shipping, banking and communications services. 


For 1979, real GDP has been forecast to grow by a slower 7%. Besides 
the problems outlined above, other economic uncertainties face Hong Kong. 
Further trade restraints imposed by importing countries may adversely affect 
future textile and clothing exports. Also, as Hong Kong develops as a financial 
and services center, the competition for land and human resources with the export 
sector will increase. Thus if industry is to continue to play a major role in 
creating export earnings so vital to Hong Kong's economic survival, then possibly 
the Hong Kong Government must increase its participation in, and assistance to 
industry. The Government's recent decision to sell a proportion of industrial 
land at preferential prices with a condition that developers provide 50% of the 
buildings appears to be a step in the right direction. 


The United States will continue to be a major supplier of electronics, 
machinery, consumer foodstuffs and semi-manufactured goods, as well as 
cotton for Hong Kong's textile industry. Opportunities are growing for 
U.S. exports of fabrics as well. Finally, normalization with China should 
open new opportunities for U.S. exports via the Hong Kong entrepot. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Record Trade Deficit But Strong Export Performance Heads to Balanced Growth 





The year 1978 was a good one in Hong Kong. Exports grew at a higher 
rate (16 percent) than the previous year (13 percent), contributing to the 
real growth in GDP, estimated to be 10 percent in real temns. Stable market 
conditions abroad and a weakening trend of the Hong Kong dollar have helped 
to improve export performance. While exports and re-exports showed strong 
growth, imports grew at a faster rate, causing a record trade deficit of 
$1.9 billion. The trade deficit has been partly generated by high imports 
of consumer goods as a result of increased real incomes in Hong Kong together 
with a significant rise in tourist expenditure during the year. Also, imports 
of raw materials for the export and construction sectors have grown with the 
increased activity in these sectors. 


FOREIGN TRADE 


Exports: Despite tight labor market conditions throughout the year, 
Hong Kong's export performance for 1978 showed a significant growth of 16%. 
This was achieved within the framework of the new bilateral textile trade 
agreements with the United States and the E.E.C. and reflects Hong Kong's 
determined efforts to develop new markets and export products (e.g. electronic 
toys). Additionally some existing exports are constantly upgraded (e.g. garments). 
Export figures show increases for Hong Kong's top six customers: the United 
States, 11 percent; Germany,21 percent; United Kingdom,30 percent; Japan,31l percent; 
Australia, 19 percent; and Canada, 6 percent. With the exception of transister 
radios, the following major commodities exported also recorded healthy growth: 
garments and textile fibers, 13 percent; toys and dolls, 11 percent; watches and 
clocks, 61 percent; metal manufactures (largely cutlery and household utensils) 
13 percent; and electronic components, 4 percent. In fact, Hong Kong surpassed 
Switzerland to become the world's top watch exporter in terms of quantity in 1978. 


The strong export performance and an increase in manufacturing employment 
by 4 percent over the previous year may indicate a return to an export-led 
growth trend for the economy in the future. However, certain factors are 
likely to hamper a good export outlook in 1979. These include Hony Kong's 
inflationary and tight labor force situation, slower economic growtn in the 
United States and the OECD countries, and serious bilateral trade restraints 
with the United States and the E.E.C. A slower growth of 12 to 14 percent 
has been forecast for exports in 1979. 


Fortunately, there are factors in Hong Kong's favor, The normalization of 
U.S.-China relations will improve Hong Kong-PRC trade which has been forecast 
to increase by 20% in 1979 to reach $2.5 billion. Hong Kong's exports to China 
in 1978 grew by 159% though the likely emphasis for the future may be on the 
re-export trade between the two countries. Further , joint-venture schemes 
with China, especially in such areas as the electronics industry, instead of 
being a threat to the local industry, may serve to complement it and thus 
boost production/exports. This is especially true when labor conditions in 
Hong Kong are tight since China has an abundant supply of semi-skilled labor. 
Finally, some of the efforts made by the Trade Development Council to promote 
trade in Asia, Central & South America are likely to come to fruition this year. 
Already, exports to countries such as Saudi Arabia (42%) and Egypt (33%) have 
increased significantly in 1978. 
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Re-Exports: Re-exports are a leading contributor to Hong Kong's positive 
export performance. Their most importance sources were China, Japan, and the 
United States, together supplying 55 percent of all the re-exports from Hong Kong. 


Re-exports of textile yarn, fabrics and made-ups have expanded along with the 
recent growth of textile and clothing industries in South East Asia. Luxury goods 
such as diamonds, pearls and semi-precious stones and watches and clocks have been 
re-exported via Hong Kong mainly because of its free port status and ideal geographical 
location. Hong Kong's role as an entrepot is most likely to increase with China's 
modernization program because Hong Kong's trade infrastructure, harbor facilities, 
airport, railway and highways, telecommunications, banking, and financial 
services are advanced. The future pattern will probably divert from consumer 
and raw materials to focus on capital goods needed in China's oil and industrial 
joint venture programs. 


The major markets for re-exports in 1978 were the neighbouring countries of 
Japan, Singapore, and Indonesia which together take 40% of the market share. 


Imports: With the exception of Singapore (9%), the strong import demand 
meant substantial increases for Hong Kong's major suppliers: Japan (25%), China 
(37%), U.S. (23%), Taiwan (28%), U.K. (36%). Germany (42%), and Switzerland 
(61%). Import values of textile yarn, fabrics and made ups grew by 31%, iron 
and steel 47%, electrical machinery 32%, non-electrical machinery 30%, automobiles 
50% and miscellaneous manufactured articles 40%. Local demand for imported con- 
sumer goods is likely to be dampened in 1979 by the presence of higher interest 
rates and more stringent official control over the money supply and credit expansion. 
An offsetting influence however, could be the predicted increase in tourist ex- 
penditure and consumer goods. 


Finally, demand for housing and building supplies is likely to continute 
strong in support of the building boom in the last two years. 


Imports from the U.S.: 


Ranked as Hong Kong's third most important source of imports behind Japan 
and China, the United States held 12 percent of the total import market for 1978. 
Yet China has surpassed both the United States and Japan in their share of the 
market. Commodities showing significant growth were cotton fiber, 27 percent; 
machinery (other than electric), including office machines, 137 percent; textile 
yarn fabrics and made-ups, 24 percent; plastics, 56 percent; miscellaneous 
manufactured articles, 25 percent; and all American agricultural produce, 22 
percent; including wheat, 17 percent; fruit, 28 percent; and candy, 147 percent. 


Balance of Trade 


The trade deficit of $1.9 billion in 1978 has caused some concern especially as 
it contributed towards the weakening of the Hong Kong dollar. However, there has 
been a slight improvement of the import content compared to 1977 as a good proportion 
of the increase in imports was comprised of raw materials for the export-sector. With 
the tightening of credit in 1979, the proportion of imports for final consumption is 
expected to decrease further, thus possibly leading to a decrease in the trade deficit. 


Tourism 


Tourist arrivals in Hong Kong increased by about 17% to exceed the 2 million mark. 
Americans form the third largest group (14%) of visitors after the Southeast Asians 


(26%) and the Japanese (24%). Tourist earnings rose by 18% to over $1 billion and 
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hotel occupancy rates averaged 89% (against 85% in 1977). The Hong Kong Tourist Assoc- 
iation has recently announced that about $1.5 billion will be privately invested in 

the next few years in hotels, resort facilities, restaurants and entertainment amenities, 
reflecting both an international commitment to the territory and a widespread optimism 
in the continued growth of tourism. Tourist data from Hong Kong to the United States 

for 1978 is not yet available. 


Labor 


In 1978, labor market conditions remained tight because of the higher demand from 
the export sector without any slowdown in demand from the already booming construction 
and housing sector. As the overall unemployment rate fell to 2.7% (4.1% in 1977), 
wages rose and the real daily wage index grew by about 8%. However, indicative of 
differential pressure of demand, construction wages rose by about 15% reflecting also 
the consequences of wage escalation clauses placed in the Mass Transit Railway contracts. 


Consumer Prices 


Inflation became a growing threat in 1978 and consumer prices, seasonally adjusted 
and measured by the Hang Seng Index for higher income families rose by about 7.6%. 





The index for lower income groups which has a high emphasis on food costs rose 
by 7.4%. For middle income households, the index increased by 6.9%. In 1979, prices 
are expected to rise further (8-12% in average) in the face of rising world prices 
caused mainly by rising energy costs and the weakness of the Hong Kong dollar. The 
government has outlined steps to contain inflation at a one-digit level by: (a) cutting 
down government spending especially in selected areas of the construction and 
building sector. (b) Monitoring the money supply so as to reduce bank lending 
and consumer demand. 


Money and Banking 


Hong Kong's money supply (currency, demand and time deposits) was $15.6 billion 
at the end of 1978, up about 25% from a year ago. The banking system remained 
highly liquid, with an average liquidity ratio of about 46% in spite of the growth 
in domestic bank loans by 43.3%. Overseas loans dropped by 12.7% for the year, 
partly reflecting the effects of the imposition of a new tax on profits accrued 
from Hong Kong-originated offshore loans. This is likely to change in 1979, with 
the increased opportunities for the syndication of offshore loans for China in 
Hong Kong. Other new banking developments in 1978 included the law passed on- the 
Deposit-Taking Companies Amendment Bill which called for closer monitoring of the 
monthly financial statements and minimum liquidity ratios of Deposit-Taking Companies. 
Twenty-seven new bank licenses were issued following the lifting of a 12-year moratorium 
on the entry of foreign banks into Hong Kong, bringing the number of fully licenSed 
banks to 101. Additionally, there were 106 bank representative offices and 241 
registered deposit taking companies. 


Interest Rates 


There were three adjustments of interest rates during 1978 mainly aimed at 
correcting the widening differentials between Hong Kong and the U.S. and the Euro- 
dollar markets. By mid-April 1979, the prime lending rate was 11.5 percent, the 
rate on savings deposits 6.25% while time deposit rates for 3-month, 6—-month and 
12-month money were 6.25%, 7.50%, and 8.50% respectively. The interbank call rate 
averaged 6.5% for 1978, the highest in any of the previous three years and was 
running at 0.6 percentage points ahead of the prime rate average of 5.9%. In order 


to co i i ‘ 
rrect the inversion between the interbank and the prime rates, and to check the 





growth of the money supply and inflation, the prime rate will continue to be closely 
monitored by the Exchange Bank's Association in 1979. 


Exchange Rates 


The Hong Kong dollar appreciated against the U.S. doliar by 4.4% in 1978, opening 
at USS$1=HK$4.609 and closing at US$1=HK$4.81. The forecast for 1979 is for the HK 
dollar to depreciate within a range of 2-6% vis-a-vis the U.S,dollar. 


“Stock Markets 


The property market boom and general climate of increased prosperity from trade, 
together with good expectations from China's more positive foreign policy spun off 
into a stock market boom led by trading in property shares. However, due to the 
growing problems of inflation, a weakening of the Hong Kong dollar and a record 
trade deficit,the boom could not sustained. The market started to fall triggered 
by the dramatic increases in interest rates and baseless rumours about the financial 
problems of some publicly listed companies. By the close of the year,the Hang 
Seng Index of share prices showed a 22.6% increase compared to the 1977 year-end index. 


The property market has been particularly buoyant in 1978. The private housing 
boom was aided by real income growth and low interest rates prevalent for three- 
quarters of the year. This was matched by expenditure in the public sector which 
continued to remain strong because of the massive effort by the Mass Transit Railway 
to meet its completion dateline in 1979. In addition, there was an unprecedented 
54% increase in Government capital-works expenditure. Prices for prime commercial 
and residential land rose significantly and a record price of $2900 per sq.ft. 
was recorded during the year. 


The gold exchange and the bank's bullion markets have also been very active 
mainly because of the speculation arising from uncertainties in the currency markets. 


Government Budget 


The Hong Kong Government ended its 1978 fiscal year with an estimated record 
surplus of $341 million with an accumulated surplus standing at approximately 
$1.4 billion. 


For the financial year beginning April 1979, the Government has forecast a surplus 
of about $302 million with an estimated total expenditure of about $2.6 billion to 
be divided between recurrent ($1.7 billion) and capital ($0.9 billion). The emphasis 
for recurrent expenditure is on social services which will absorb 42% of the total. 
The capital spending budget will continue to focus on housing ($490 million) and 
infrastructure development ($277 million). Financed outside the budget, Phase 1 
of the Mass Transit Railway project, costing over $1 billion and consisting of 
15 stations, cross-harbor tunnel and covering a distance of 15 km. is scheduled 
to be opened in October 1979. 


Implications for U.S. Businessmen 


Hong Kong continues to prosper and American products should continue to sell 
well here. Additionally, the softening trend of the U.S. dollar means that U.S. 
products are competitive with comparable Japanese and German products whose prices 
have grown by an average of 20% in 1978 due to currency appreciation against the 
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Hong Kong dollar. Within the consumer product range, home furnishings including 
furniture & home appliances, processed & frozen foods and fruit & vegetables should 
continue to sell well here. Manufactured and capital goods offering good market 
prospects include items such as machinery and parts, data processing equipment 

and office machines, general industrial machinery (air conditioning equipment), 
photographic equipment and apparatus, scientific and engineering instruments, 


health care equipment and housing supplies. The market for cotton fiber continues 
to expand. 


Investment 


Direct foreign equity participation in Hong Kong's manufacturing industries 
increased by 6.4% to reach $449 million at the end of November 1978. With a total 
of some $202 million spread among 123 manufacturing companies, the United States 
is currently the leading investor in Hong Kong, accounting for about 45 percent 
of the foreign investment, followed by Japan (19 percent) and the United Kingdom 
(7 percent). Roughtly 50 percent of the U.S. involvement is with the electronic 
industry, with another 20 percent in the chemical industry, and the rest in other 
areas, mainly the textile and toy industries. 


Hong Kong and China 


The year 1978 was an outstanding one for Sino-Hong Kong relations with 
significant increased in P.R.C. investment in Hong Kong's commercial, industrial, 
and real estate markets. Because of the normalization of relations between the 
United States and China, Hong Kong is in a good position with her market 
connections, entrepreneurial skills, banking, financial and port facilities to 
be directly involved in activities such as hotel and other infrastructure 
development and joint-venture industrial projects in China. 


% U.S, GOVERNMENT PRINTING OFFICE : 1979—281-058/145 





